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A GOVERNMENTAL RAILROAD HOLDING 
COMPANY. 

BY WILLIAM W. COOK, LL.D. 



The most striking feature of corporation law, during the 
past five years, has been the evidence of determination on the 
part of the American people to correct corporate abuses and 
control wealth accumulated through corporations. This de- 
termination, which has long been apparent to all trained 
observers, became unmistakable during the insurance investiga- 
tion and scandals, and has reached the point of heavy fines and 
the conviction of corporate officials for criminal offences involv- 
ing secret rebates to favored shippers. It is significant that noth- 
ing but the fear of imprisonment finally stopped these iniquitous 
violations of corporation law. It was corporation law applied 
with terrifying force to the illegal, disgraceful and criminal 
practices of great corporations. 

All this has led not only to resentment against the offenders, 
but also to a popular fear that the growing wealth and power of 
corporations may jeopardize our republican form of government 
and the rights and liberties of the people. Thus far the crusade 
has accomplished some beneficent results. The " Railroad Eate 
Bill" of 1906, enacted by Congress, while drastic in its restric- 
tions, has proved beneficial to the railroads, as well as to the 
public, and has not unduly increased the power of the national 
Government over the corporations; the prosecution of railroads 
and of individuals for giving and receiving secret and illegal re- 
bates has effectually stopped that prolific source of unfair com- 
petition; the campaign against the so-called "Trusts" has re- 
sulted in a number of convictions which has discouraged illegal 
combination, restriction of output, increase of selling price, and 
persecution of competitors; the Supreme Court of the United 
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States has decided that a corporation cannot refuse to submit 
its books and papers for examination at the suit of the State, 
even though they furnish proof of criminality on the part of the 
corporation, inasmuch as a corporation is a creature of the State, 
and the Legislature has an absolute right to investigate its con- 
tracts and learn whether it has exceeded its powers.* This goes 
far toward realizing that absolute control over corporations, 
upon which the American people are insisting. Such are some 
of the instances where the upheaval of public opinion against 
corporations has produced beneficial results. 

There are three great forces in the United States which make 
up the industrial, political tad social life of the nation. These 
are capital, labor and agriculture — a mixture of the first two. 
Labor is thoroughly organized in the cities, on the railroads, in 
factories and mines. The agricultural classes, highly intelligent, 
unorganized, widely scattered, are suspicious of both the corpora- 
tions and the labor organizations. They and their close allies, 
the inhabitants of the small cities and towns, control the moral, 
intellectual, material and political life of the nation. It is a 
constituency still true to the New England ideal of preserving 
this country as the land of opportunity, of self-made men, of 
freedom from class distinctions and the power of wealth — the 
land where men of ability and honesty rise, irrespective of birth, 
wealth or family influence. Capital — in other words, the cor- 
porations (for they have virtually absorbed the capital of the 
country) will, for their own protection, have to unite with the 
agriculturists and give the latter the telephone, the trolley, good 
roads, rural delivery, the reclamation of waste land, the revision 
of the tariff, and educational opportunities, literary, technical 
and professional, even though all those involve great monetary 
sacrifices. Corporations will have to make farm life attractive 
and comfortable, if they desire conservative government to protect 
their property. England to-day is threatened with socialism be- 
cause the agricultural classes do not control, being less than ten 
per cent, as against over thirty-five per cent, in the United States, 
so distributed that they do control. Farmers are not socialists. 

At present the corporations and the agricultural classes in 
America are far apart. In the year 1907 the whole country 
seemed to have joined in a hue and cry against corporations. 

* 201 U. S., 43. 
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Bailroad rates were reduced, although all other prices had ad- 
vanced. Taxes were loaded upon corporations, although the 
general public had prospered until it had become wasteful and 
reckless. Commissions began to harry corporations, although 
extravagance, luxury and improvidence were rampant in every 
grade of society. New and strange theories floated out. The 
separate States were to be dismantled as to their most important 
powers, and the national Government was to dominate corpora- 
tions. The Government was to acquire all the railroads of the 
country. Upon the death of a person all his wealth, in excess 
of a specified arbitrary amount, was to go to the state. 

But not yet. The American people are not prepared to abandon 
their ancient moorings and embark on an unknown sea, without 
chart, compass, landmark or pilot. The fundamental principle 
of Anglo-Saxon life, that whatever a man honestly acquires is his 
own, is not to be swept aside to make way for the communistic 
idea that the state should seize all surplus wealth. What would 
the state do with it, and who would control the state? What 
a source of temptation, corruption, riot and revolution the prize 
of the control of such a state would be! The Boman Eepublic 
was practically a single city, small in wealth and population as 
compared with the modern world, and yet the turbulence of its 
last days has echoed down the centuries for well-nigh two thou- 
sand years. If history were to repeat itself in the American 
Bepublic with its coming two hundred millions of people, two 
hundred billions of wealth, a thousand cities, and a continent 
for its workings, the result would be chaos. There would then 
arise colossal demagogues like Ca?.sar and Napoleon, who estab- 
lished monarchies — for themselves — " to save society." 

The historic mistake of the American people in giving to the 
ignorant a voting power over public property and public ex- 
penditures, especially in the South, cannot be repeated with safety 
in dealing with railroads. But the clash which has been going 
on for over fifty years between the railroads and the legislative 
and executive departments of the Government cannot continue 
indefinitely. Some solution is necessary. 

During the past five years the national Government has trav- 
elled rapidly and far in the direction of control of railroads. On 
the plea that the States are derelict, it calls for Federal super- 
vision, and would have every corporation engaged in interstate 



A GOVERNMENTAL RAILROAD HOLDING COMPANY, ggg 

commerce obtain a license from a United States Commission, 
which should also pass upon all issues of stocks, bonds and notes. 
This is the sequel to an investigation of a great railroad com- 
pany which disclosed the fact that a group of prominent officials 
had caused it to issue for their benefit a large amount of stock 
and bonds at low figures. At the same time the policy of an- 
other railroad system, in making enormous purchases of the 
stock of other railroads, brought clearly before the public the 
fact that a great railroad investment and speculative trust had 
come into existence and might destroy the existing competition 
between wide-spread railroad systems. All this added force to 
the argument that the authority of the Interstate Commerce 
Commission should include supervision of new issues of stock 
and bonds by interstate railroad companies, somewhat as pro- 
vided for by the existing Massachusetts law on that subject. Here 
is a wide departure from old ideas of State rights and limitation 
of Federal power. However, the claim is that it has been demon- 
strated, both as a matter of fact and as a question of law, that 
single States cannot regulate, control or successfully grapple with 
interstate railroads, and that, therefore, the national Government 
must assert its authority even if this leads in the end to Govern- 
ment ownership. But the safety of the public lies in separating 
the legislative and executive departments of the Government 
from the corporations, and not in merging them. Our forefathers 
learned this lesson. Nearly a hundred years ago they experienced 
the evil results of corporations being thrown in contact with 
the Legislature. Franchises were granted or blackmailed and 
corporations bought and protected franchises until the situation 
grew so intolerable that the powers of the Legislature were re- 
strict^ first, by constitutional prohibitions against Legislatures 
granting special charters or franchises; and, second, by dele- 
gating to commissions the regulation of corporations. A great 
source of political corruption was removed by the enactment 
of those reforms, and we ought not to take any backward steps. 
It cannot be denied, however, that the present policy of Govern- 
ment regulation and supervision of railroads is tending toward 
governmental control and ownership. This prospect, of course, 
delights the socialists — those naive optimists who disregard the 
lesson of Europe's governmental railroads — but it is less attractive 
to practical men. Such, however, is the existing situation. 
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The next move will certainty involve a grave responsibility 
and possibly commit us to a policy involving the future of the 
Republic, for it is to be borne in mind that a republican form of 
government is not imperishable. Sir Henry Maine, a powerful 
and profound thinker and writer, in his work on " Popular Gov- 
ernment,"* has well said, "It is characterized by great fragil- 
ity " and " of all the forms of government, Democracy is by 
far the most difficult " ; and that the democratic form of popular 
government " will tax to the utmost all the political sagacity and 
statesmanship of the world to keep it from misfortune." The 
question, " Shall the nation own the railroads or the railroads 
own the country?" is already being asked by serious-minded men, 
and the issue is likely to be fought out on some such line in 
default of a sane practical solution of the difficulty. 

Even now the railroads are being drawn into politics; political 
parties are vying with each other in attacks on railroads; con- 
ditions are unsettled and menacing, and it is high time that 
some rational plan be devised to meet the popular demand with- 
out destroying values or subjecting our democratic Government 
to a greater strain than it could, perhaps, withstand. 

A radical solution of the whole problem would be a holding 
company, organized gradually to acquire the stock of all the 
railroads in the country. Such a holding company, chartered 
by Congress (a District of Columbia corporation), could be 
moulded to solve many of the political and economic problems 
involved. The stock could be issued gradually in exchange for 
or purchase of railroad stocks, at valuations to be approved by 
the Interstate Commerce Commission in each instance and from 
time to time, just as is now done in Massachusetts by a Corpo- 
ration Commission. The board of directors couiu include the 
Interstate Commerce Commission, and the remainder, constitu- 
ting a majority, having been carefully selected in the beginning, 
would thereafter become practically self-perpetuating by the 
board recommending to the stockholders for election new men 
to fill vacancies in the board. The charter could likewise give 
the Interstate Commerce Commission the right to vote the rail- 
road stocks purchased by the holding company. 

Now, let us see how this would work in practice. The statis- 
tician of the Interstate Commerce Commission estimates that 
* Pp. 20, 87, and Preface, p. x. 
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the railroad stocks in the hands of the public amount to about 
$4,800,000,000.* If a holding company owned all of this stock, 
it would have a capitalization of about four billion, eight hun- 
dred millions of dollars, which would mean forty-eight million 
shares of the par value of one hundred dollars each. If these 
were owned by one million American people, owning forty- 
eight shares each, the railroads would practically be owned not 
by the Government, but by a power higher than the Government, 
namely, the American people. 

An illustration will show the workings of such a governmental 
holding company. Suppose 1,260,000 shares are sold to the 
public for cash at par. That would produce $126,000,000 — not 
an extravagant sum in comparison with the sums raised by single 
railroad systems. With that amount could be purchased: 

100,000 shares New York Central R. R. costing $10,200,000 



100,000 


Penn. R. R. (full shares).. ' 


11,900,000 


100,000 


N. Y., N. H. & H. R. R ' 


13,700,000 


100,000 




13,600,000 


100,000 


0. &N. W. R. R ' 


15,200,000 


100,000 


C. M. & St. Paul R. R . . . ' 


13,100,000 


100,000 


Great Northern R, R ' 


12,800,000 


100,000 




13,300,000 


100,000 




13,800,000 


100,000 


Atchison, T. & S. Fe R. R. . ' 


8,400,000 
$126,000,000 



The income from these stocks, at the present dividend rates, 
would be $6,900,000 per annum. The expenses of the holding 
company, judging from the expenses of The Mackay Companies, 
a similar holding company for telegraph and cable stocks, should 
not exceed $25,000 per annum, being the expense of transfer 
offices, registrars and the engraving of the certificates of stock. 
That would leave five and a half per cent, on the holding 
companies' stock, — an attractive rate in view of the safeguards 
thrown around the management and investments. 

The Interstate Commerce Commission would vote the railroad 
stocks. They would have a large vote in each company. They 
would also have the right to receive and vote proxies for other 
stockholders. When it is remembered that nearly every great 
railroad system in the country is controlled, not by a few men, 

* Intercorporate Relationships of Railways in the United States as 
of June 30th, 1906, page 9. 
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but by a multitudinous body of small stockholders,* it is ap- 
parent that it might be easy for the Interstate Commerce Com- 
mission to control any railroad by means of proxies. If that 
commission had had the vote of a large block of stock in the 
Illinois Central Railroad Company last year, and had been will- 
ing to receive proxies from other stockholders, who would be in 
control of that railroad system to-day ? Even though great finan- 
cial interests should obtain control of the holding company, no 
harm could come, because they could not vote or sell or encumber 
the railroad stocks, the charter having provided against that. 

Surely it were better that a million intelligent and conservative 
American investors should own and control all the railroads, 
through such a holding company, than that the Government, 
with its vacillating and at times incompetent and dishonest 
administration, should own and mismanage this vital element of 
national prosperity. When one considers the waste of the pres- 
ent system and realizes that all saving from consolidations would 
mean lower rates and better service, under the rigorous, drastic 
and relentless regulation by Railroad Commissions — and no one 
will deny that the present commissions are rigorous, drastic and 
relentless, — it would seem better that the stockholders in Ameri- 
can railroads should have stock in one holding company con- 
trolling all the railroads, than that they should have stock in 
several hundred different companies as at present, with waste- 
ful competition, duplication of trains, offices, agents, stations, 
staff and an army of competing employees. The investor would 
have a more stable investment; the railroads would be able to 
get money for necessary extensions and improvements and retain 
the services of the strong, experienced, competent officials who 
now operate them, instead of intrusting the practical manage- 
ment to politicians, as would be the case if the Government as- 
sumed the business; the Interstate Commerce Commission would 
vote the railroad stocks; the ruinous competition of competing 
railroads would disappear; the clashing of private interests, to- 
gether with the din of public clamor, would cease, and the 
American people could pass on to some other subject less danger- 
ous to the public weal. That would be the effect of such a hold- 
ing company as is mentioned above. 

* One of the leading American railroad systems has now 78,000 stock- 
holders, and it is estimated that there are over half a million stock- 
holders represented in American railroads. 
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Later on, if the Government should guarantee three-per-cent. 
dividends (any amounts so paid to be repaid to the Government 
with interest out of subsequent surplus profits), leaving the com- 
pany free to declare such higher dividends as it could earn, the 
value of the stock would rise, and the higher its value the greater 
quantity of railroad companies' stocks could be obtained in ex- 
change or for cash realized from the issue of the holding com- 
pany stock, thus reducing the cost of acquisition, just as New- 
York City, by using its credit in the construction of the under- 
ground railways in that city, reduced by probably one-half the 
outstanding obligations to pay for construction. Such a guar- 
anteed stock would be equal to English consols or French rentes, 
and might be owned by banks and trust companies, and used 
as a basis for the currency on a par with United States bonds, 
and would be a stable investment for the savings of the poor, 
the accumulations of the investor and the wealth of the rich. If 
the American people ever concluded that the Government should 
own the railroads, the Government could acquire a majority of the 
stock, the same as the English Government acquired the stock 
of the Suez Canal. In fact, the charter might reserve that 
right to the Government, just as the Act of Congress of July 
24th, 1866, reserves to the Government the right to take over 
the telegraph lines at an appraisal. 

The three objections to a railroad stock-holding company are 
eliminated by this plan, namely, the danger that the railroad 
stocks would be purchased by the holding company at unfair 
prices or for personal purposes; the danger that the railroad 
stocks so held would be voted for selfish ends ; and the danger that 
competition between railroads would be destroyed, to the detriment 
of the public. This fetish of insisting upon competition between 
railroads is perhaps the most serious obstacle to a realization of 
the suggested plan. The American people are opposed to the 
consolidation of competing railroads. But if the Government 
were to own all the railroads, competition necessarily would dis- 
appear. So also, if the Government had the voting of the stocks 
of the competing railroads, there no longer would be occasion for 
competition. If the Interstate Commerce Commission had had 
the voting of the railroad stocks owned by the Northern Securi- 
ties Company, there would have been no attack on that company, 
because the Interstate Commerce Commission would have voted 
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those stocks in the public interest, the same as they would admin- 
ister the railroads themselves, if the Government owned the rail- 
roads. State prohibitions against the consolidation of competing 
railroads would quickly disappear before such a dispensation. 

There is also a still broader view of this question of future 
competition between railroads. In England, for more than thirty 
years, Parliament legislated against the consolidation of rail- 
roads. This legislation proved to be utterly futile, and in 1872 
a Parliamentary Committee made an elaborate and exhaustive 
report on the subject, and said, among other things, that con- 
solidation "had not brought with it the evils that were antici- 
pated, but that, in any event, long and varied experience had 
fully demonstrated the fact that, while Parliament might hinder 
and thwart it, it could not prevent it." The committee showed 
that at that time the North Eastern Railway Company was a con- 
solidation of thirty-seven independent companies, some of which 
had formerly competed, and that before the consolidation they 
had as a rule charged higher rates and paid smaller dividends, 
but that in 1872 it was the most complete monopoly in England, 
and while charging the lowest rates had paid the highest dividends 
of all the great English combinations. Again, as recently as 
December, 1907, the Great Northern Eailway Company and the 
Great Central Railway Company, which for many years had been 
keen competitors for the railway traffic, in a large part of the 
north of England, entered into a combination by which com- 
petition was eliminated. That combination is to be ratified by the 
stockholders and approved by Parliament, and is a recognition of 
the fact that the public is better served and more cheaply served 
by a closely scrutinized combination than by ruinous competition. 

Even now the opposition of the American people to the con- 
solidation of competing railroads is largely futile. We may delay 
it, but we cannot prevent it, and we will find that ultimately the 
laws of trade are stronger than the laws of men. We will find 
also that a vast consolidated railroad system is more easily eon- 
trolled than a hundred small ones, and that with railroad power 
there will come railroad responsibility, responsive to the public 
will. The special report of the Interstate Commerce Commission 
of July, 1907,* demonstrates that such amalgamations are even 

* In the Matter of Consolidations and Combinations of Carriers, Rela- 
tions Between Such Carriers, and Community of Interests Therein, Their 
Rates, Facilities and Practices. XII Interstate Commerce Reports, 277. 
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now going on with great rapidity in the United States. Some 
seventy-five years ago George Stevenson, the originator of the rail- 
road locomotive, truly said that "where combination is pos- 
sible, competition is impossible." 

Even though the Interstate Commerce Commission voted a ma- 
jority of the stock of a railroad company and thereby elected 
its board of directors this would be vastly different from Govern- 
ment ownership. The officers, general manager, superintendent 
and employees would be paid by the railroad company and 
not by the Government. The power to employ and discharge 
would be in the railroad company and not in the Govern- 
ment. The evils of bureaucracy would not be present. If the 
Government owned the railroads, Congress and the Executive 
would be very active in the patronage and power of railroads, 
but under the above plan Congress and the Executive would 
have nothing whatsoever to do with it. The board of directors of 
the railroad company would be made up of men representative 
of the locality of the railroad itself, as well as of the financial 
and operating departments of the railroad. The only connection 
between the Government and the railroads would be through 
that quasi judicial body, the Interstate Commerce Commission, 
and even that connection would be indirect, remote and free from 
the objections incident to government ownership. 

Eailroad men estimate that one billion dollars should be ex- 
pended by the railroads each year for the next five years to pro- 
vide additional facilities necessitated by the growth of the coun- 
try in population and production. The railroads have found it 
impossible to sell their securities to obtain such a vast amount 
of money. If, however, the control of the railroads were vested 
in the Interstate Commerce Commission, as outlined above, there 
should be no difficulty in the railroads obtaining from the sale of 
their securities all the money they need. 

The practicability of a holding company to control all the 
railroads of the country is strikingly illustrated by the facts set 
forth in a very recent publication. In April, 1908, Henry C. 
Adams, statistician of the Interstate Commerce Commission, in 
a carefully prepared report, explained railroad holding companies 
as they now exist. It is an extraordinary showing. The inter- 
weaving of railroad interests has led to a vast labyrinth of rail- 
road holding companies, some of them being railroad corporations, 
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and other holding corporations, pure and simple, the object al- 
ways being the power of control. Mr. Adams in his report says :* 

" These holdings are all minority holdings, and in a strict legal sense 
do not give control. Yet, because of the wide distribution of majority 
ownership, the stock being in many cases held for investment in small 
lots by individuals, and because the proxies of such holders are frequently 
signed as a matter of form and without any investigation, these minority 
holdings in concentrated form virtually dominate the situation and 
dictate the policy of the corporations whose securities are thus held." 

If the railroads have found the holding company efficient and 
proper to use to control other railroads, why is not a holding 
company equally efficient and proper for the people to use to 
control all the railroads? The corporation has been developed 
and utilized to own, control and operate all the railroads in the 
country. The time has come when it may be further utilized 
to nationalize the railroads, without destroying private owner- 
ship or the advantages of private ownership. 

A holding company, such as is outlined above, could gradually 
acquire control of all the railroads in the country. States could 
not raid it, and courts could not destroy it, under anti-trust 
statutes. It would nationalize railroads without political agita- 
tion, without condemnation and without costing tbe national 
Government a dollar. If such a nationalization of railroads 
should take place, State Legislatures and State railroad com- 
missions would lose a large part of their present occupation. 
It would be giving large power to the Interstate Commerce Com- 
mission, and might at times cause that commission to use that 
power for political or personal ends. But even so, the public 
would always be watchful on account of its daily contact with 
railroad service, and there would be fewer abuses than under the 
present system. Power, moreover, leads to responsibility, and 
responsibility leads to conservatism, and if the Interstate Com- 
merce Commission had the power of voting railroad stocks 
throughout the United States, public sentiment would insist that 
the personnel of the commission should represent the finest judg- 
ment and honor of the country. 

Probably every railroad man in Hie United States would be 
in favor of such a holding company as this, provided the Inter- 

* Intercorporate Relationships of Railways in the United States as of 
June 30th, 1906, page 37. 
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state Commerce Commission were not given the power to vote 
the railroad stocks. 

The starting of this plan does not involve any risk, or irrev- 
ocable step, or large amount of money. Such a company, if 
found undesirable in any way, could be dissolved and the se- 
curities distributed without loss. A very similar plan, covering 
cable, telegraph and telephone stocks, has worked smoothly, 
economically and successfully, and there seems to be no reason 
why it should not work equally well with railroad stocks. This 
possible solution of the railroad problem would seem to justify 
the experiment on a small scale at least If the American people 
would be content with the present private ownership of railroads, 
the same as in England, that would be the better way, but if 
Government ownership becomes imminent, or if the present con- 
flict is to continue, then some other solution should be sought. 

The above plan is not socialism ; it is not governmental owner- 
ship; it is not even governmental control by the executive or 
legislative branches of the Government. It is private owner- 
ship, regulated by the Interstate Commerce Commission, pro- 
tected by the judiciary, and is absolutely practical. 

William W. Cook. 
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